IT 98-0057-3 L 07/09/1998 S CORPORATI ONS

CGeneral Information Letter: Tax treatment of qualified Subchapter S

subsi di ari es.

July 9, 1998

Dear :

This is in response to your letter dated June 30, 1998, to Director Ken Zehnder,
which was forwarded to me for response. The nature of your letter and the

informati on you have provided require that we respond with a Cenera

I nformati on

Letter which is designed to provide general information, is not a statenent of

Departnent policy and is not binding on the Departnent. See 86 111
1200. 120(b) and (c), encl osed.

In your letter you have stated the foll ow ng

Adm Code

The 1996 Small Business Job Protection Act (the "96 Act") anended the
Internal Revenue Code ("Code") to permt qualifying corporations and

their wholly owned subsidiaries to elect S corporation status

such cases, the parent can elect to treat all of its subsidiari

In
es as

if the parent and the subsidiaries were collectively one corporation
for federal incone tax purposes. The subsidiaries are called "QSSS"
subsidiaries under the relevant federal S corporation provisions, and

are treated as divisions of the parent conpany.
My questions are:

1. Does your Departnent or Conmission intend to follow

this

specialized tax treatnment for your state's inconme or franchise

t ax purposes?

2. If not, is it your opinion that |legislation wuld be required in

order to permt state tax treatnment that would conform t
federal treatnent?

o the

3. Wul d you please provide nme with copies of or citations for any
notices, regulations or other rulings that your state has issued

on this topic?

Rul i ng

For the reasons discussed below, the State of Illinois does follow the federa

tax treatnment of a qualifying Subchapter S subsidiary ("QSSS') and its

par ent .

Section 1501(a)(28) of the Illinois Income Tax Act (the "Il TA"; 35 ILCS 5/101 et

seq.) provides:

The term "Subchapter S corporation" neans a corporation for

whi ch

there is in effect an election under Section 1362 of the |Internal

Revenue Code .



Section 1362 of the Internal Revenue Code permts a "small business corporation”
to elect taxation as a Subchapter S corporation. The term "small business
corporation"” is defined in Section 1361(b) of the Internal Revenue Code, which
provides, in part:

(3) TREATMENT OF CERTAIN WHOLLY OWNED SUBSI DI ARIES. -- (A) | N GENERAL. -
-For purposes of this title--

(i) a corporation which is a qualified subchapter S subsidiary shal
not be treated as a separate corporation, and

(i1i) all assets, liabilities, and itens of income, deduction, and
credit of a qualified subchapter S subsidiary shall be treated as
assets, liabilities, and such itens (as the case may be) of the S

cor porati on.

(B) QUALIFIED SUBCHAPTER S SUBSIDI ARY.--For purposes of this
paragraph, the term "qualified subchapter S subsidiary" neans any
domestic corporation which is not an ineligible corporation (as
defined in paragraph (2)), if--

(1) 100 percent of the stock of such corporation is held by the S
corporation, and

(ii) the S corporation elects to treat such corporation as a qualified
subchapter S subsidiary.

Section 102 of the Il TA provides:

Except as otherwi se expressly provided or clearly appearing from the
context, any termused in this Act shall have the same neani ng as when
used in a conparable context in the United States Internal Revenue
Code of 1954 or any successor law or laws relating to federal income
taxes and other provisions of the statutes of the United States
relating to federal incone taxes as such Code, |aws and statutes are
in effect for the taxable year.

Section 1501(a)(4) of the IITA provides:

The term "corporation” includes associations, joint-stock conpanies,
i nsurance conpani es and cooperatives. Any entity, including a limted
liability conmpany formed under the Illinois Limted Liability conpany
Act, shall be treated as a corporation if it is so classified for
federal income tax purposes.

Pursuant to Section 1361(b)(3) of the Internal Revenue Code, a QSSS is not a
separate corporation, but rather is defined to be a part of its parent Subchapter

S corporation for all purposes of the Internal Revenue Code. Because this
definition is expressly adopted by the I TA a QSSS is not a separate corporation
for Illinois inconme tax purposes. |Instead, the QSSS is by definition part of its
parent Subchapter S corporation, and its assets, liabilities, and itens of
i ncome, deduction, and credit nust be included with the assets, liabilities, and
itenms of inconme, deduction, and credit of its parent Subchapter S corporation in
determining the Illinois incone tax liabilities of the parent and its

shar ehol ders.



A Subchapter S corporation and any QSSS it owns nust therefore file an Illinois

incone tax return as a single corporation and include all itens of incone,
deduction and credit of the parent and the QSSS in the return. No separate
election is required for Illinois purposes.

The franchise tax inposed under 805 ILCS, Article 15, is admnistered by the
Secretary of State, rather than the Departnment of Revenue. For questions
regardi ng the franchi se tax, please contact:

Ofice of the Illinois Secretary of State
Depart nent of Business Services

Room 328

Springfield, Illinois 62756

A copy of Letter Ruling IT 98-0018-G L, which is the nost conprehensive statenent
on (SSS issues published by the Departnent to date, is attached for your
reference.

As stated above, this is a general information letter which does not constitute a
statenent of policy that applies, interprets or prescribes the tax laws, and it
is not binding on the Departnent. If you are not under audit and you wish to
obtain a binding Private Letter Ruling regarding your factual situation, please
submt all of the information set out in itenms 1 through 8 of the enclosed copy
of Section 1200.110(b).

Si ncerely,

Paul S. Caselton
Associ ate Chi ef Counsel -- Incone Tax



